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Charman Hollings, Chairman Katry, Senator McCain, and members of the
Committee, good morning. | have been asked to spesk today on the nationd security implications
of America s dependence on foreign oil. | am honored that you have asked me to address this
issue. The questions that you will be asking this morning and again next Tuesday will have
repercussions long beyond our lifetimes. These issues will impact generations to come, in terms of
the effects on our nationa security, our standard of living and our commitment to the environment.
Thus, this Committee is engaged in a criticd task as it consgders what would be the appropriate
levelsfor increased Corporate Average Fud Economy ("CAFE") standards.

Before | begin my forma remarks, | would like to gpplaud Senator Kerry for the

dternative energy plan that he unveiled earlier thisweek. | believe that his proposal strikesa

! Stuart E. Eizengtat heads the International Trade and Finance Group at Covington &
Burling. Thistestimony reflects his persond views and not those of Covington & Burling or any of
itsclients. From 1977 to 1981 he served as Presdent Iimmy Carter’s Chief Domestic Policy
Adviser and Executive Director of the White House Domestic Policy Staff. He has also served as
Deputy Secretary of the Treasury, Ambassador to the European Union, Under Secretary of State
for Economic, Business and Agriculturd Affars and Under Secretary of Commerce for
Internationa Trade. He has had a prominent role in the development of key internationa initiatives,
including the negotiation of the Kyaoto Protocol on globa warming.



hedlthy baance between the conservation and production concerns that are at the heart of the
energy debate.

The lessons of the impact of our dependence on foreign ail supplies were first
taught to us back in 1973 and 1974, when the initid Arab oil embargo (the “Arab Embargo”) on
the United States occurred. At that time, the federd government imposed domestic price and
alocation controls on petroleum. The results of this policy, as many of you will remember, were
widespread gasoline shortages and long gas lines, aswell asrapid priceincreases. The economy
as awhole suffered greetly as aresult.

In 1975, in large measure spurred by the Arab Embargo, Congress passed the
Energy Policy and Conservation Act (“EPCA”). The EPCA included provisons that established
the CAFE standards for new passenger cars. Given the oil crisis at that time, it gppeared that the
CAFE standards would be quickly implemented.

However, in spite of the obvious merits of the standards, the American automobile
manufacturers were opposed to the regulations. | remember their opposition well. Inmy roleas
Domestic Policy Advisor to President Carter, | was part of the team that developed the first CAFE
sandards. Those standards set the necessary fuel economy levels for the period from 1977 to
1985, garting a 18 miles per gdlon (“MPG”) in 1977 and risng to 27.5 MPG in 1985. |
specificaly remember ameeting in the Cabinet office with President Carter and the heads of the big
three automobile manufacturers -- Ford, Generd Motors and Chryder -- in which al three strongly
opposed the impaosition of fud economy standards. They clamed that their companies lacked the
technology to reach the standards that the Administration had in mind. And yet, once the CAFE

standards were implemented, al three companies met and exceeded the standards.



| can imagine the pressure that you are under from those same companies and
others as you consder raising the sandards. But as you embark on this process, | strongly urge
you to recall our experiences in developing the first set of CAFE standards. 'Y ou should fed
confident that the automobile manufacturers do have the ability to achieve and in fact surpass
whatever standards you set.

Nationa Security Implications of Reliance on Oil Imports. At present, the United

States imports more than 51% of itsoil. That number is projected to increase to 64% by 2020.
Such heavy rdliance on foreign ail places the United States in a precarious position. Already, oil
has played a centra rolein one recent conflict -- the Gulf War -- and, over the past quarter
century, it has been an influentia ingredient of American foreign policy more broadly.

Each year, the United States imports 16% of its oil from Saudi Arabiaand an
additional 9% from other States in the Perdan Gulf. Asyou dl know, thisis a consstently volatile
region, and our dependence on oil from the Middle East is fraught with insecurity and danger. As
we were S0 horribly reminded on September 11th, terrorist threats both at home and abroad have
links, whether direct or indirect, with the oil-producing States in the Gulf region.

Our reliance on States that unstable or even hogtile to the United States, presents a
very red national security dilemma, adilemmathat must be addressed immediately. Some States,
like Iran and Irag are actively hogtile to the United States. Others, like Saudi Arabia, have
higtoricaly been friendly to us, but they are often autocratic regimes, which rest on power bases
that may not have broad public support, and that have their own internd fundamentaist threets.
While we have a nationd security interest in the sability of these regimes, we must remain aware of

the possibility that they will fdl into hogtile hands. | certainly can say that, given my experience with



Iran during the Carter Adminigtration, no one would have forecast that the Iranian Revolution
would topple the Shah of Iran, given the military support he gppeared to have.

Potentid threatsin Iran, Irag, and esewhere in the region congtantly jeopardize the
sability of the Persian Gulf. 1n 1972 the price of crude oil was about $3.00 per barrd and, by the
end of 1974, the price of oil had quadrupled to $12.00. The price rise was amos exdusively the
result of the embargo by Arab oil-producing states in response to Western support of Isradl in the
Yom Kippur War. The'Yom Kippur War started with an attack on Isragl by Syriaand Egypt on
October 5, 1973. The United States and many countries in the western world showed strong
support for Isragl. Asaresult of this support, Arab exporting nations imposed an embargo on any
nations supporting Isragl in the war. Arab nations curtailed production by 5 million barrels per day.
Approximately 1 million barrels per day were recovered by increased production by other
countries. The net loss of 4 million barrdls per day extended through March of 1974 and
represented 7 percent of the free-world production.

Our national security concerns are not restricted to regiond action. Sincethe
1970s, Iran and Irag have been involved in a number of cataclysmic events that have shaped not
only their countries, but ours, aswell. Indeed, our reliance on oil from Iran left us vulnerable to that
nation's problems at the end of the 1970s. | was serving in the Carter White House at that time
and lived through the implications of the Iranian revolution on our economy and, more broadly, our
Society.

The rise to power of Ayatollah Khomeini dtered our relaionship with Iran and led
to one of the mogt difficult events of the last 25 years, the Iranian hostage crisis. At the time of the

Iranian Revolution, oil production from Iran dropped precipitoudy and ail pricesin the United



States skyrocketed. The Iranian revolution resulted in the loss of 2 to 2.5 million barrels of oil per
day between November of 1978 and June of 1979. Moreover, after the United States Embassy in
Tehran was occupied in November 1979, President Carter hdted dl oil importsfrom Iran. During
the one year period from the beginning of 1979 until the beginning of 1980, oil pricesrose by
120%. That increase was aknockout blow to the U.S. economy, aggravating inflationary
pressures and increasing unemployment at the sametime. In fact, from 1978 to 1981, crude ail
prices rose by two and a hdf times, from $14 per barrel to $35 per barrdl.

Another, smaller supply interruption occurred during the Iran-Irag War from 1980
to 1988. During the Iran-Irag War, Irag's crude oil production fell 2.7 millions of barrels per day,
and Iran's production dropped by 600,000 barrels per day. Theimpact of this event was much
milder, but till worrisome,

Iran presents a greet policy dilemmafor the United States, with its Janus-like policy
towards us, with one part of the government advocating improved relations with the United States,
while the other and more dominant faction supports postionsthat are inimica to America. InIran,
we are presented with areformist president, Mohammad Khatami, who is supported by the
mgority of the people and gppears to be sympathetic to some improved relations with the United
States. However, he clearly does not have control of the security and defense gpparatusin Iran, as
well as other sectors of the Iranian government, which support terrorist organizations like
Hezbollah, seek to destroy the Middle East Peace Process and are on a crash-course to develop
medium-range missles with potential chemical or nuclear warheads that will be able to reach |sradl
inafew years. Thereisno reason to think that the Iranians will stop there, and we must be

concerned by the possihility that they will try to develop long-range missiles that can hit the United



States. And, clearly, Iraq isnot areliable partner either. At present, we do not import any oil from
Iran and, in 2001, we imported approximately 600,000 barrels per day from Irag. To place these
numbersin perspective, Iranian oil production capacity is estimated to amount to 3.9 million barrels
per day and Iragi production capacity is estimated to be 2.8 million barrels per day. In light of our
relaions with Iran and Irag, we find ourselves largely dependent on othersin the region for our ail.

Our dependence on ail from the Middle East profoundly influences our economy
and our foreign policy. Infact, our decision to take military action againg Iraq after the invason of
Kuwait was, a a minimum, heavily influenced by our dependence on oil from the Persan Gulf. The
threat -- not only to Kuwait but to othersin the Gulf region -- posed by Saddam Hussein's
expansonist pretensions led us to commit more that 500,000 American servicemen and women
during the Gulf War. More than 600 of our troops were killed or wounded in battle. Many more
continue to suffer from a variety of illnesses snce ther return home.

At present, we have more than 4,500 troops stationed in Saudi Arabia, and more
than 12,500 Navy personnd at seain the Persan Gulf. The presence of these troopsis intended to
protect the governments in the region, but it dso leads to resentment in the region, resentment that
was & the heart of the September 11th attacks. The United States now finds itself torn between its
interest in supporting stable governments in the Persan Gulf and the hostility and danger attendant
to the presence of American troops on foreign soil. In the end, our dependence on Persian Gulf all
in genera and Saudi ail in particular leaves us vulnerable to attack, both abroad and a home.

It is aso worth mentioning that unconfirmed reportsin The Washington Post

suggest that Saudi Arabiamay ask the United States to withdraw its military personnd.

Nevertheless, our troops remain deployed there, in large measure to protect the Saudi government



and its primary ass&t: oil. Moreover, | would note that, while a one level the withdrawal of our
troops from Saudi Arabiawill reduce the threat posed to our servicemen and women, it aso
threatens to make Saudi Arabia more unstable.

The lesson of the past 25 yearsin the Persan Gulf is clear: regiond ingtability there
has red, tangible effects here, in the United States. If we do not take action at home to reduce our
reliance on oil from abroad, we run the risk of faling prey to the very same problems we have lived
through in the past. Indeed, we have seen fit to fight awar in effect to protect our oil interests.
And, in placing the lives of American servicemen and women in harm's way in the Gulf War, we
have sgnded the dangers of our reliance on oil from that region.

Nonetheless, we remain dependent on aregion where, in the past decade, we have
fought two wars, where the tide of anti-Americanism continues to rise, and where the tenson
between modern and radical 1dam threatens the ruling dites of the governing regimes. In spite of
al of theserisks -- each in itsdlf sufficient to threaten our oil supply from the region -- we continue
to import 25 percent of our daily supply of oil from the Persan Gulf. Strictly from anationd
Security perspective, this policy does not make sense.

One further point bears mention: | do not mean to Sngle out the Persian Gulf region
as the only area where dependence on foreign oil renders the United States vulnerable. Obvioudy,
that region has been, over the past quarter century, the primary source of nationd security concern
with regard to foreign oil production. But other areas engender smilar concerns. Nigeria, which
boasts Africa slargest population and a wedth of reigious and regiona animosties, supplies the
United States with 900,000 barrels of oil per day. The Caspian Searegion remansareaivey

small producer, but its potentia reserves make it one of the most anticipated oil resources



worldwide. Indeed, the Caspian Searegion is generdly considered to represent one of the largest
untapped oil resourcesin theworld. And yet, the region itsdlf -- and the surrounding areas that
would be essentid for extraction of the oil -- like the Persan Gulf, has an uncertain future.

The Caspian Seaislocated in northwest Asa, landlocked between Azerbaijan,
Iran, Kazakhstan, Russia and Turkmenistan. Since the breakup of the Soviet Union in 1991, the
Caspian Sea-- aswdll asthe region surrounding it -- has became the focus of much internationa
atention dueto its huge oil and gas reserves. The Caspian Sea, which is 700 miles long, contains
six separate hydrocarbon basins, and most of the oil and gas reserves in the Caspian region have
not been developed yet. Ongoing legd wrangling over rights to the oil continues to stunt the
development of the reserves.

To give some sense of the potentid importance of the Caspian ail fields, | would
note that, in May 2001, oil industry officials reported szable oil depositsin an areaknown as East
Kashagan, in the Caspian Sea off the Kazakhgtan coadt. Initid estimates indicate that that field
aone could contain as much as 50 hillion barrels, and at least 20 hillion barrels, of crude oil. By
comparison, the United States has known reserves of 21 billion barrels.

Asde from ongoing issues over who retains the rights in the Caspian, U.S. nationa
security isthreatened by ingtability in the areas surrounding the Caspian. Getting the Caspian ail to
internationa markets will require overcoming enormous obgtacles snce it must travel by pipeline
through one of the most politicaly volatile areas of the world. Because the Caspian Seais
landlocked, oil and natura gas must be transported by pipeline to aterminad on the open sea,
where it would be pumped into tankers and shipped to customers. Long distances over often

inhospitable mountain and desert terrain, prone to earthquakes, and vulnerable to attack, would



meake pipeline congruction and operation extremely difficult. Proposed pipelines might run through
Chechnya, Georga, Armeniaand Iran, among other hot spots. Recent ingtability in those areasis
only one concern. We must adso consder the potentia for upheavd after the pipdine has been
congtructed. Asour reliance on particular oil deposits grows, our vulnerability to such upheava
grows apace.

By raising the CAFE gtandards, you will reduce our vulnerability to nationa and
regiond ingtability in oil-producing arees. According to the Union of Concerned Scientists, CAFE
has dready saved 60 hillions of gasoline (3.9 million barrels per day). A risein the minimum
CAFE gtandards to 40 MPG would save 125 hillion gallons of gasoline by 2012. This represents
goproximately 1.9 million barrels per day, or more than the tota amount of oil we import from
Saudi Arabia. And, at the end of the day, by reducing our consumption of foreign ail, we will
shield ourselves from many of the threats posed by our current level of dependency.

Impact of Oil Dependence on the U.S. Trade Deficit. In addition to the nationd

security concernsthat | have just discussed, a reduction on our dependence on foreign oil would
have a substantid effect on our foreign trade deficit. Qil isthe United States' biggest naturd
resource import and one of the single largest contributors to our trade deficit. According to the
Department of Energy, in 2001, the United States imported an estimated $110 billion in petroleum
products. At the sametime, our trade deficit last year was an estimated $350 hillion. One year
earlier, in 2000, our trade deficit reeched an dl-time high of $375 billion. Indeed, throughout the
1990s, our trade deficit rose each year, and our reliance on foreign oil was a primary cause of the
risng defiait.

By way of example, | would point out that, in November 2001, our monthly trade



deficit was $1.4 billion lower than our trade deficit one month earlier. The largest sSingle contributor
to that drop was a 17 percent reduction in oil imports. Even with that reduction, oil represented
more than six percent of U.S. totd imports in the month of November.

The voltility of the world oil market leaves the U.S. economy vulnerable to price
fluctuations. For example, world ail prices tripled between January 1999 and September 2000
due to strong demand, OPEC production cutbacks, and other factors, including weeather and low
oil sock levels. Our reliance on foreign oil challenged our economy and increased our trade
deficit. Thus, by rasng CAFE standards and reducing domestic oil consumption, not only would
we be reducing our dependence on volatile areas of the world, but we aso would be contributing
to the reduction of our trade deficit.

Impact of Oil Dependence on Globad Warming and Pollution Asthe Chief U.S.

Negotiator for the United States for the Kyoto Protocol on Globa Warming, | have a particular
interest in the environmenta effects of our oil dependence. Therefore, | must aso mention, at least
briefly, the impact of our oil dependence on the environment. To the extent that we want to reduce
the threat of greenhouse gases, areduction in oil consumption isessentid. Transportation is
respongble for one-third of the release of greenhouse gases into the earth's atmosphere. And,
athough the United States accounts for three percent of the world's population, we are responsible
for over 20% of greenhouse gases worldwide. Thus, by raisng the CAFE standards, we will not
only reduce our dependence on volatile foreign markets but we will be taking steps to reduce
America srolein the decay of the environment. Asl mentioned at the outset, our responghility to
tackle these difficult issues goes far beyond our own generation. The CAFE standards represent

just one of the means by which we can take action.
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Impact of Oil Dependence on the American Automobile Industry and on

Consumers. | am not one who believesin an ether/or proposition between conservation and
production. | believe that we need conservation, increased domestic production, and increased
research and development on new technologies. On this point, | should mention that | recently test
drove the new Toyota Prius hybrid that gets 52 miles per gdlon of gasinthecity. Theengineis
part fud cdl and part interna combustion engine. | found the car to be very impressive. | know,
Senator Kerry, that your dternative energy plan would provide tax incentives to speed production
of hybrid-fud engines. | firmly agree with this proposd. U.S. automakers must jump on the
hybrid-fue train before it has left the station. Already Japanese automakers have begun developing
the technology at afaster rate than their American counterparts. In addition, the Germans have
reveded a diesd-powered car that will get 35-40 miles per gdlon. Smply put, U.S. automakers
must be able to compete with their foreign counterparts. Having afleet that is more fud efficient
will alow our automakersto do just that.

Just last week, the Bush Adminigration announced thet it will not take advantage of
congressiona action that opened the door to higher fud efficiency requirements for 2004-model-
year pick-up trucks, minivans and sport-utility vehicles. Thisisregrettable. Although the Nationd
Highway Traffic and Safety Administrator announced that he will continue to consider higher fud
efficiency standards, he added that an April 1, 2002 deadline does not provide sufficient time to
review theissue. | would hope that the Adminigtration will push to review the standards so thet, at
aminimum, higher requirements can be implemented for 2005-modd-year vehicles. The
NHTSA’s recent action aso places an additiond burden on you to move expeditioudy in setting

higher CAFE standards, so that they can be implemented as soon as possible.
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In the meantime, President Budh s proposed energy plan would include
controversd drilling in the Arctic Nationd Wildlife Refuge (“ANWR”) in Alaska. Whilethe
President’ s proposd would not provide for drilling of the entire region, it is noteworthy that, even if
drilling took place in the entire ANWR reserve, according to the Department of Energy, thereisa
95 percent probability that at least 5.7 billion barrels of oil are technicdly recoverable. At the other
end, thereisonly a5 percent probability that there are more than 16 billion barrels of oil that are
recoverable. The mean estimate isthat 10.3 billion barrels of oil are recoverable. To place those
numbersin perspective, the United States consumes about 19.4 million barrels of oil per day,
meaning that the ANWR reserves would only be able to supply full consumption for lessthan a
year-and-a-hdf. Of course, the reserves would not be used to supply full consumption, but the
fact isthat ANWR would only add 0.3% to the world oil supply. Thus, the Adminigration' sPlan
with regard to ANWR smply does not itsdlf relieve our dependence on foreign oil supplies.

With relation to the costs to consumers that would come from rising car pricesto
accommodate new technology, | believe that those costs will be more than offset by fud savings.
Indeed, it has been estimated that, with higher fud efficiency sandardsin place, consumers buying
carsin 2012 would save anet of $2,200 over the lifetime of ther car.

| would reiterate that we must learn the lessons of the past. In the 1970s and 80s,
Japanese automakers succeeded in gaining afoothold in the U.S. auto market by providing a
benefit to consumers that American auto manufacturers had smply overlooked. Starting in the
1970s, while American automakers stood on the siddlines, Japanese manufacturers introduced
smdler, more economica vehiclesto the U.S. market. By the time American manufacturers

entered that market, the Japanese makers had dready cornered it. The U.S. auto industry
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continues to suffer from the failure of American manufacturers to recognize the trend in the market
before it happened. Carsthat require less gas are the wave of the future. We must ride that wave.
We should not wait until the next run-up in ail prices or until Japanese manufacturers have arrived
before we take action. Thereisno lack of technology to meet higher gandards. Theissueis
whether the will to implement change exigs.

Smple sepsto improve automoative fud efficiency would pay enormous dividends.
Closing the loophole under which SUV's are dlowed to meet lower standards than other passenger
carswould, by early in the next decade, save roughly one million barrels of il per day, helping to
provide clean air and protecting Americans from disruptionsin oil supply. According to a recent
study by the Nationd Academy of Sciences, this advance could be accomplished with available
technology and a no cost to consumers over the life of acar.

Concluson. To sum up: America s reliance on foreign oil imports presents an
ongoing threet to the gtability of our economy and continues to exert undue influence our foreign
policy. The national security costs of our petroleum dependence have never been more clear. As
you probably know, | am by no means an advocate of protectionist trade policies. What | do
advocate, however, is areduced dependence on foreign ail, both for its effects on our economy
and on our national security. By raising the CAFE standards, you will reduce our dependence on
foreign ail. The benefits of a reduced dependence will be felt not only by us but aso by future
generations. | urge you to fight the resstance of the automobile industry and others who fear the
potentia short-term cogts of increased fud efficiency. The benefits of fud economy are smply too
great to ignore. Enactment of the Kerry energy proposa would be a good step forward and would

be in the interests of our nationa security, our trade deficit, and the environment.
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Thank you very much. Itisa pleasure to be here and to contribute to the

Committee’ swork. | would be happy to answer your questions.
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